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Purpose 
 

The City of Kerrville, Texas financial policies set forth the basic framework for the fiscal management of 

the City. These policies were developed within the parameters established by applicable provisions of 

the Texas Local Government Code and the City of Kerrville City Charter. The policies are intended to 

assist the City Council and city staff in evaluating current activities and proposals for future programs. 

The policies are to be reviewed on an annual basis and modified to accommodate changing 

circumstances or conditions.  

Debt and arbitrage compliance policies are included in the financial policies in lieu of their own separate 

policies. 

Annual budget 
 
The fiscal year of the City of Kerrville shall begin on October 1 of each calendar year and will end on 
September 30 of the following calendar year. The fiscal year will also be established as the accounting 
and budget year. 
 
The City Manager shall prepare each year a budget to cover all proposed expenditures of the 

government of the City for the succeeding year. Such budget shall be carefully itemized so as to make as 

clear a comparison as practicable between expenditures included in the proposed budget and actual 

expenditures for the same or similar purposes for the preceding year. The budget shall also show as 

definitely as possible each of the various projects for which appropriations are set up in the budget, and 

the estimated amount of money carried in the budget for each of these projects. The budget shall also 

contain a complete financial statement of the City showing all outstanding obligations of the City, the 

cash on hand to the credit of each and every fund, the funds received from all sources during the 

previous year, the funds available from all sources during the ensuing year, the estimated revenue 

available to cover the proposed budget, and the estimated rate of tax which will be required.  

On or before the 31st 
  

day of July of each year, the City Manager shall submit to the City Council and 

City Secretary a budget for the ensuing fiscal year and an accompanying budget message. The full text of 

the proposed budget and message shall be made available for public review in the office of the City 

Secretary, at the City’s library, and prominently linked on the City’s website. 

The fiscal year of the City government shall begin on the first day of October each year and shall end on 

the last day of September the following year. Such year shall constitute the budget year of the City 

government.  

 The City Manager’s budget message shall explain the budget both in fiscal terms and in terms of the 

work programs, linking those programs to organizational goals and community priorities. It shall outline 

the proposed financial policies of the City for the ensuing fiscal year and the impact of those policies on 

future years. It shall describe the important features of the budget, indicate any major changes from the 
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current year in financial policies, expenditures, and revenues together with the reasons for such 

changes, summarize the City’s debt position, including factors affecting the ability to raise resources 

through debt issues, and include such other material as the City Manager deems desirable.  

City Council Action on Budget 
 

Notice and Hearing. The City Council shall publish the general summary of the budget and a notice 

stating:  

1. The times and places where copies of the message and budget are available for inspection by 

the public, and  

2. The time and place, not less than two weeks after such publication, for a public hearing(s) on 

the budget.  

 Amendment before Adoption. After the public hearing, the City Council may adopt the budget with or 

without amendment. In amending the budget, it may add or increase programs or amounts and may 

delete or decrease any programs or amounts, except expenditures required by law or for debt service or 

for an estimated cash deficit, provided that no amendment to the budget shall increase the authorized 

expenditures to an amount greater than total estimated income.  

 Adoption. The City Council shall adopt the budget on or before the 30th day of September of the fiscal 

year currently ending. If it fails to adopt the budget by this date, the budget proposed by the City 

Manager shall go into effect.  

“Publish” defined. As used in this section, the term “publish” means to print in the contemporary means 

of information sharing, which includes, a newspaper of general circulation which is published in the City, 

and on the City’s website. In addition, the budget shall be made available in the office of the City 

Secretary and in the City’s library.  

Budget 
 

The budget shall provide a complete financial plan of all City funds and activities for the ensuing fiscal 

year and, except as required by law or this Charter, shall be in such form as the City Manager deems 

desirable or the City Council may require for effective management and an understanding of the 

relationship between the budget and the City’s strategic goals. The budget shall begin with a clear 

general summary of its contents; shall show in detail all estimated income, indicating the proposed 

property tax levy; and all proposed expenditures, including the amount of salary or compensation of 

officers and employees and debt service for the ensuing fiscal year; and shall be so arranged as to show 

comparative figures for actual and estimated income and expenditures of the current fiscal year and 

actual income and expenditures of the preceding fiscal year. It shall indicate in separate sections:  
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1. The proposed goals and expenditures for current operations during the ensuing fiscal year, 

detailed for each fund by department or by other organization unit, and program, purpose or 

activity, method of financing such expenditures, and methods to measure outcomes and 

performance related to the goals;  

 

2.  Proposed longer-term goals and capital expenditures during the ensuing fiscal year, detailed for 

each fund by department or by other organization unit when practicable, the proposed method 

of financing each such capital expenditure, and methods to measure outcomes and 

performance related to the goals; and  

 

 

3. The proposed goals, anticipated income and expense, profit and loss for the ensuing year for 

each utility or other enterprise fund or internal service fund operated by the City, and methods 

to measure outcomes and performance related to the goals. For any fund, the total of proposed 

expenditures shall not exceed the total of estimated income plus carried forward fund balance 

exclusive of reserves.  

 Appropriation and Revenue Ordinances 
 

To implement the adopted budget, the City Council shall adopt, prior to the beginning of the fiscal year.  

1. An appropriation ordinance making appropriations by department, fund, or other organizational 

unit and authorizing an allocation for each program or activity; and  

 

2. A tax levy ordinance authorizing the property tax levy or levies and setting the tax rate or rates.  

 Amendments after Adoption 
 

 Supplemental Appropriations. If during or before the fiscal year the City Manager certifies that there 

are available for appropriation revenues in excess of those estimated in the budget, the City Council by 

ordinance may make supplemental appropriations for the year up to the amount of such excess.  

Emergency Appropriations. To address a public emergency affecting life, health, property, or the public 

peace, the City Council may make emergency appropriations. Such appropriations may be made by 

emergency ordinance in accordance with the provisions of Section 3.06 of the City charter. To the extent 

that there are no available un-appropriated revenues or a sufficient fund balance to meet such 

appropriations, the Council may by such emergency ordinance authorize the issuance of emergency 

notes, which may be renewed from time to time, but the emergency notes and renewals of any fiscal 
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year shall be paid or refinanced as long-term debt not later than the last day of the fiscal year next 

succeeding that in which the emergency appropriation was made.  

Reduction of Appropriations. If at any time during the fiscal year it appears probable to the City 

Manager that the revenues or fund balances available will be insufficient to finance the expenditures for 

which appropriations have been authorized, the manager shall report to the City Council without delay, 

indicating the estimated amount of the deficit, any remedial action taken by the manager and 

recommendations as to any other steps to be taken. The Council shall then take such further action as it 

deems necessary to prevent or reduce any deficit and for that purpose it may by ordinance reduce or 

eliminate one or more appropriations.  

Transfer of Appropriations. At any time during or before the fiscal year, the City Council may by 

resolution transfer part or all of the unencumbered appropriation balance from one department, fund, 

or organizational unit to the appropriation for other departments or organizational units or a new 

appropriation. The manager may transfer funds among programs within a department, fund, or 

organizational unit and shall report such transfers to the Council in writing in a timely manner,  

Limitation; Effective Date. No appropriation for debt service may be reduced or transferred, except to 

the extent that the debt is refinanced and less debt service is required, and no appropriation may be 

reduced below any amount required by law to be appropriated or by more than the amount of the 

unencumbered balance thereof. The supplemental and emergency appropriations and reduction or 

transfer of appropriations authorized by this section may be made effective immediately upon adoption.  

 Independent Audit 
 

As soon as practicable after the close of each fiscal year, an independent audit shall be made of all 

accounts of the City government by certified public accountants, to be selected by the Council, who 

have no personal interest directly or indirectly in the financial affairs of the City government. The results 

of this audit shall be published immediately upon its completion.  

Basis of accounting and budgeting 
 

The City's finances shall be accounted for in accordance with generally accepted accounting principles 

(GAAP) as established by the Governmental Accounting Standards Board (GASB).  

1. The accounts of the City are organized and operated based on funds and account groups. Fund 

accounting segregates funds according to their intended purpose and is used to aid 

management in demonstrating compliance with finance-related legal and contractual 

provisions. The minimum number of funds is maintained consistent with legal and managerial 

requirements. Account groups are a reporting device to account for certain assets and liabilities 
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of the governmental funds not recorded directly in those funds. Governmental funds are used to 

account for the government's general government activities and include the General, Special 

Revenue, Debt Service and Capital Project Funds.  

 

2. Governmental fund types use the flow of current financial resources measurement focus and 

the modified accrual basis of accounting. Under the modified accrual basis of accounting, 

revenues are recognized when susceptible to accrual (i.e., when they are "measurable and 

available"). "Measurable" means the amount of the transaction can be determined and 

"available" means collectible within the current period or soon enough thereafter to pay 

liabilities of the current period. Substantially all revenues are considered susceptible to accrual. 

Ad valorem, sales, hotel, franchise and tax revenues recorded in the General Fund and ad 

valorem tax revenues recorded in the Debt Service Fund are recognized under the susceptible to 

accrual concept. Licenses and permits, charges for services, fines and forfeitures, and 

miscellaneous revenues (except earnings on investments) are recorded as revenues when 

received in cash because they are generally not measurable until actually received. Investment 

earnings are recorded as earned since they are measurable and available. Expenditures are 

recognized when the related fund liability is incurred, if measurable, except for principal and 

interest on general long-term debt, which are recorded when due, and compensated absences, 

which are recorded when payable from currently available financial resources.  

 

3. The City utilizes encumbrance accounting for its governmental fund types, under which 

purchase orders, contracts and other commitments for the expenditure of monies are recorded 

in order to reserve that portion of the applicable appropriation.  

 

4. The City's proprietary fund types are accounted for on a flow of economic resources 

measurement focus and use the accrual basis of accounting. Under this method, revenues are 

recorded when earned, and expenses are recorded at the time liabilities are incurred.  

The City's annual budgets shall be prepared and adopted on a basis consistent with generally accepted 

accounting principles for all governmental and proprietary funds except the capital projects funds, 

which adopt project-length budgets. Also, depreciation of fixed assets is not recognized in proprietary 

fund budgets. All annual appropriations lapse at fiscal year-end. Under the City's budgetary process, 

outstanding encumbrances are reported as restricted fund balances and do not constitute expenditures 

or liabilities since the commitments will be appropriated and honored the subsequent fiscal year.  

The issuance of Statement 34 by GASB has influenced the creation and reporting of individual funds. 

GASB 34 essentially mandates dual accounting systems: one for government-wide (i.e. the government 

as a single entity) reporting and another for individual fund reporting. Under GASB 34 for individual 

funds, the City will continue utilizing the accounting and budgeting processes as described in paragraphs 

(1) and (2) of this section. However, because GASB 34 mandates the flow of economic resources 

measurement focus and accrual basis of accounting for the government-wide reporting, extensive 

reconciliation must be performed to present aggregated fund information in the government-wide 
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reporting model. Therefore, individual operating funds will be created with the objective of reducing 

fund to government-wide reconciliation as much as possible. When appropriate, individual funds will be 

examined as to whether it will be appropriate to account for them as proprietary fund types.  

The Governmental Accounting Standards Board (GASB) issued Statement Number 54, “Fund 
Balance Reporting and Governmental Fund Type Definitions” effective for periods after June 15, 2010. 
The objective of this Statement was to enhance the usefulness of fund balance information by providing 
clearer fund balance classifications that can be more consistently applied and by clarifying the existing 
governmental fund type definitions. This Statement establishes limitations on the purposes for which 
Fund Balance can be used. 
 

a. Non-spendable Fund Balance – Some assets reported in governmental funds may be 
inherently non-spendable from the vantage point of the current period. 

                            Assets that will never convert to cash such as; prepaid items or inventories, 
  Assets that will not convert to cash soon enough to affect the current period such as; 

non-financial assets held for resale, 
  Resources that must be maintained intact pursuant to legal or contractual 

requirements such as; capital of a revolving loan fund 
 

b. Restricted Fund Balance – This represents the portion of fund balance that is subject to 
externally enforceable legal restrictions. Such restrictions are typically imposed by parties 
altogether outside the City such as creditors, grantors, contributors or other governments. 
Restrictions can also arise when the authorization to raise revenues is conditioned upon the 
revenue being used for a particular purpose. 

 
c. Committed Fund Balance – This represents the portion of fund balance whose use is 
constrained by limitations that the City imposes on itself by City Council (highest decision 
making level) and remains binding unless removed in the same manner. The City does not 
use committed funds in its normal course of business. 

  Requires action by City Council to commit fund balance 
  Formal City Council action is necessary to impose, remove or modify a constraint 

reflected in the committed fund balance 
 

d. Assigned Fund Balance – This describes the portion of fund balance that reflects the City’s 
intended use of resources. This authority rests with City Manager and is delegated to staff 
through the use of encumbrances. 

 
e. Unassigned Fund Balance – This describes total fund balance in the General Fund in excess of 
non-spendable, restricted, committed and assigned fund balance. 

 

Financial reporting 
 

Following the conclusion of the fiscal year, the City's Director of Finance shall cause to be prepared a 

Comprehensive Annual Financial Report (CAFR) in accordance with generally accepted accounting and 
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financial reporting principles established by GASB. The document shall also satisfy all criteria of the 

Government Finance Officers Association's Certificate of Achievement for Excellence in Financial 

Reporting Program.  

The CAFR shall show the status of the City's finances based on GAAP. The CAFR shall show fund revenues 

and expenditures on both a GAAP basis and budget basis for comparison purposes. In all but two cases, 

this reporting conforms to the way the City prepares its budget. Compensated absences (accrued but 

unused vacation leave) are not reflected in the budget but are accounted for in the CAFR's long-term 

debt account group. Depreciation expense is not shown in the budget's proprietary funds, although the 

full purchase price of equipment and capital improvements is reflected as uses of working capital.  

Included as part of the CAFR shall be the results of the annual audit prepared by independent certified 

public accountants designated by the City Council.  

The Director of Finance shall issue reports to the City Council reflecting the City's financial condition as 

requested, but not less than once a quarter.  

Financial reporting should reflect budget to actual comparisons. 

Revenues 
 

To protect the City's financial integrity, the City will maintain a diversified and stable revenue system to 

shelter it from fluctuations in any one revenue source. Recognizing that sales tax is a volatile, 

unpredictable source of revenue, the City will attempt to reduce its dependence on sales tax revenue.  

For every annual budget, the City shall levy two property tax rates: operation/maintenance and interest 

and sinking. The debt service levy shall be sufficient for meeting all principal and interest payments 

associated with the City's outstanding general obligation debt for that budget year. The interest and 

sinking levy and related debt service expenditures shall be accounted for in the Debt Service Fund. The 

operation and maintenance levy shall be accounted for in the General Fund. The operation and 

maintenance levy will be established within the eight percent rollback rate as defined by the State of 

Texas Property Tax Code. City Council will consider exceeding the rollback rate only after options have 

been presented by staff to avoid the rollback by increasing revenue from other sources or reducing 

expenditures.  

The City will maintain a policy of levying the lowest tax rate on the broadest tax base. The City may 

consider providing tax abatements or other incentives to encourage development.  

The City will establish user charges and fees at a level that attempts to recover the full cost of providing 

the service. 

1. User fees, particularly utility rates, should identify the relative costs of serving different classes 

of customers. 
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2. Where possible, utility rates should be designed to reduce peak (hour and day) demands on the 

utility systems. 

3. The City will make every reasonable attempt to ensure accurate measurement of variables 

impacting taxes and fees (e.g. verification of business sales tax payments, verification of 

appraisal district property values, and accuracy of water meters).  

The City will attempt to maximize the application of its financial resources by obtaining supplementary 

funding through agreements with other public and private agencies for the provision of public services 

or the construction of capital improvements.  

The City will consider market rates and charges levied by other public and private organizations for 

similar services in establishing tax rates, fees and charges.  

When developing the annual budget, the City Manager shall project revenues from every source based 

on actual collections from the preceding year and estimated collections of the current fiscal year, while 

taking into account known circumstances that will impact revenues for the new fiscal year. The revenue 

projections for each fund should be made conservatively so that total actual fund revenues exceed 

budgeted projections.  

One Time or Unpredictable Revenues are discouraged for use for ongoing expenditures. 

Funding will be used from the most restricted to least restricted when different funding sources are 

available. 

Operating expenditures 
 

Expenditures shall be accounted, reported, and budgeted for in the following major categories: 
1. Personnel 

2. Supplies 

3. Maintenance 

4. Services 

5. Other Expenses 

6. Capital Outlay  

 The annual budget shall appropriate sufficient funds for operating, recurring expenditures necessary to 

maintain established (i.e., status quo) quality and scope of city services.  

The City will constantly examine the methods for providing public services in order to reduce operating, 

recurring expenditures and/or enhance quality and scope of public services with no increase to cost.  

Personal service expenditures will reflect the minimum staffing needed to provide established quality 

and scope of city services. To attract and retain employees necessary for providing high-quality service, 
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the City shall maintain a compensation and benefit package competitive with the public and, when 

quantifiable, private service industries.  

Supply expenditures shall be sufficient for ensuring the optimal productivity of City employees. 

Maintenance expenditures shall be sufficient for addressing the deterioration of the City's capital assets 

to ensure the optimal productivity of the capital assets. Maintenance should be conducted to ensure a 

relatively stable level of maintenance expenditures for every budget year.  

The City will utilize contracted labor for the provision of city services whenever private contractors can 

perform the established level of service at less expense to the City. The City will regularly evaluate its 

agreements with private contractors to ensure the established levels of service are performed at the 

least expense to the City.  

Capital equipment is defined as equipment that exceeds $5,000.00 and has a useful life of at least one 

year. Existing capital equipment shall be replaced when needed to ensure the optimal productivity of 

City employees.  

Expenditures for additional capital equipment shall be made only to enhance employee productivity, 

improve quality of service, or expand scope of service.  

To assist in controlling the growth of operating expenditures, operating departments will submit their 

annual budgets to the City Manager within a ceiling calculated by the City Manager. Projected 

expenditures that exceed the ceiling must be submitted as separate budget adjustment requests. The 

City Manager will recommend the adjustment requests to the City Council, which will vote on the 

requests.  

Fund balance 
 

The annual budget shall be presented to City Council with the General Fund and the Water & Sewer 

Fund’s reflecting an unassigned fund balance or unrestricted net position that is 15 to 25 percent of that 

fund's annual operating expenditures. To satisfy the particular needs of individual funds, unassigned 

fund balances may be established which exceed the 25 percent minimum.  

Fund balance that exceeds the minimum level established for each fund may be appropriated for non-

recurring capital projects or debt.  

The City will exercise diligence in avoiding the appropriation of fund balance for recurring operating 

expenditures. In the event fund balance is appropriated for recurring operating expenditures to meet 

the needs of the Kerrville community, the budget document shall include an explanation of the 

circumstances requiring the appropriation and the methods to be used to arrest the future use of fund 

balance for operating expenditures.  
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Fund transfers 
 

Transfer may occur when one fund provides goods or services to another fund. Fund transfers may 

occur when surplus fund balances are used to support nonrecurring capital expenses or when needed to 

satisfy debt service obligations.  Transfers are permitted between funds to support economic 

development programs. 

 Debt expenditures. 
 

The City will issue debt only to fund capital projects that cannot be supported by current, annual 

revenues. 

To minimize interest payments on issued debt, the City will seek to maintain a rapid debt retirement 

policy by issuing debt with maximum maturities not exceeding 20 years, except in instances when the 

capital improvements will significantly benefit the community beyond the 20-year period. Retirement of 

debt principal will be structured to ensure consistent annual debt payments.  

The City will attempt to maintain base bond ratings (prior to insurance) of AA- or better (Standard & 

Poor's) on its general obligation debt.  

When needed to minimize annual debt payments, the City will obtain insurance for new debt issues. 

Debt service obligations for the General Fund shall not cause the I&S tax rate to exceed 25% of the total 

tax rate. 

Debt Obligations in the Water and Sewer Fund shall not exceed 35% of the annual revenues. 

The Director of Finance shall include in the Comprehensive Annual Financial Report (CAFR) a report 

summarizing all debt outstanding by type (tax supported and revenue backed), remaining balance of 

bond proceeds, update of arbitrage liability, and update of pertinent legislative changes. 

The City shall retain an independent financial advisor for advice on the structuring of new debt, financial 

analysis of various options, the rating review process, the marketing of debt issue, marketability of City 

obligations, sale and post-sale services, the review of the official statement, and other services, as 

necessary.  The City will seek the advice of the financial advisor on an ongoing basis. 

The City shall retain bond counsel for legal and procedural advice on all debt issues.  Bond counsel shall 

advise the City Council in all matters pertaining to its bond ordinance(s) and/or resolutions(s). The City 
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will also seek the advice of bond counsel on all other types of debt and on any other questions involving 

federal tax or arbitrage law. 

The preparation of the Official statement is the responsibility of the financial advisor in concert with the 

Director of Finance.  Information for the Official statement is gathered from departments/divisions 

throughout the City. 

The City will take all appropriate steps to comply with federal disclosure rules (i.e., Securities and 

Exchange Commission Rule 15c2-12). The City will provide annual and material event disclosure to 

information repositories throughout the term of securities for the benefit of the primary and secondary 

municipal markets as required by Rule 15c2-12. 

When feasible and economical, obligations shall be issued by competitive rather than negotiated sales. 

The City will follow a policy of full compliance with all arbitrage rebate requirements of the federal tax 

code and Internal Revenue Service regulations, and will perform (internally or by contract consultants) 

arbitrage rebate calculations for each issue subject to rebate as necessary. Each year the City will 

evaluate the needs for arbitrage calculation for that year. 

Capital project expenditures 
 

The City will develop a multi-year plan for capital projects, which identifies all projects likely to be 

constructed within a five-year horizon. The multi-year plan will reflect for each project the likely source 

of funding and attempt to quantify the project's impact to future operating expenditures.  

Capital projects will be constructed to: 

1. Protect or improve the community's quality of life. 

2. Protect or enhance the community's economic vitality. 

3. Support and service new development. 

To minimize the issuance of debt, the City will attempt to support capital projects with appropriations 

from operating revenues or excess fund balances (i.e., "pay-as-you-go").  

Utility capital expenditures 
 

The City will design utility rates sufficient for both current and long term obligations.  
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 Long-term financial plans 
 

The City will adopt every annual budget in context of a long-term financial plan for the General Fund and 

Water & Sewer Fund. Financial plans for other funds may be developed as needed.  

The General Fund long-term plan will establish assumptions for revenues, expenditures and changes to 

fund balance over a five-year horizon. The assumptions will be evaluated each year as part of the budget 

development process.  

 Facility construction; best value methods for entering into contract 
 

For purposes of this section, the term "facility" means buildings the design and construction of which 

are governed by accepted building codes; such term does not include (i) highways, roads, streets, 

bridges, utilities, water supply projects, water plants, wastewater plants, water and wastewater 

distribution or conveyance facilities, wharves, docks, airport runways and taxiways, drainage projects, or 

related types of projects associated with civil engineering construction, or (ii) buildings or structures that 

are incidental to projects that are primarily civil engineering construction projects  

In entering into and awarding a contract for the construction, rehabilitation, alteration, or repair of a 

facility, the city shall use one of the following methods that provides the best value for the city (such 

methods being those set forth in Section 271.113(a) of the Texas Local Government Code):  

1. Competitive bidding; 

2. Competitive sealed proposals for construction services; 

3. A design-build contract; 

4. A contract to construct, rehabilitate, alter, or repair facilities that involve using a construction 

manager; or 

5. A job order contract for the minor repair, rehabilitation, or alteration of a facility. 

The use or implementation of any of such methods shall comply in all respects with Chapter 271, 

Subchapter H of the Texas Local Government Code and any other applicable law.  

The determination of which of the best value methods set forth in subparagraph (b) shall be used shall 

be made before advertising as required by law. The authority of the city council to make such 

determination is hereby delegated to the city manager (or the city manager's designee), and the city 

manager (and any designee of the city manager) is hereby authorized to make such determination.  
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